
Personal Income Tax and Corporate 

Income Tax Overview

Tax 101

Emily Byrne, Associate Fiscal Officer

January 13, 2023



Personal Income Tax
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Personal Income Tax Starting Point
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Vermont’s Personal Income Tax
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From federal 

form 1040
Adjusted gross income

plus
Additions to adjusted gross income

Bonus depreciation, interest from non-Vermont state and local bonds

minus

Standard deduction*

$6,350 for single filer, 

$12,700 for married filer

Personal exemptions*

$4,350 for taxpayer, 

spouse, and any 

dependents 

Other subtractions

• Interest income from U.S. bonds

• Capital gains exclusion

• Social Security exemption

• Medical expenses

Subtractions from adjusted gross income

equals

Vermont taxable incomeNote: Amounts for Tax year 2021; indexed 

annually for inflation



Vermont’s Personal Income Tax
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Vermont taxable income (VIT)

Multiplied by

Income tax rates at various brackets 

of income

Equals

Initial Vermont Tax Liability (Before Credits)



Vermont’s Personal Income Tax
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Multiplied by

Equals

Initial Vermont Tax Liability (Before Credits)

minus

Non-Refundable Credits
Credit for child and dependent care expenses, credit for elderly  

and disabled, investment tax credit, Charitable Tax Credit

minus

Refundable Credits
Earned Income Tax Credit, Child tax Credit (Starting in 2022)

Vermont Apportionment Percentage
The percentage of income based in Vermont

Final Vermont Tax Liability (or Refund)
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Source: July 2022 Consensus Revenue Forecast
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2020 Personal Income Tax Receipts
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AGI income  
bracket

Number of      
in state returns

% of 
total

Amount of taxes 
paid ($ Millions)

% of 
total

Negative to 24,999 99,164 30% -5.13 -0.63%

25,000 - 44,999 70,372 21% 31.88 3.91%

45,000 - 59,999 37,913 12% 41.82 5.12%

60,000-74,999 26,933 8% 46.45 5.69%

75,000-99,999 31,690 10% 76.34 9.35%

100,000-149,999 34,828 11% 142.75 17.49%

150,000-299,999 21,159 6% 186.89 22.89%

300,000 + 6,674 2% 295.32 36.18%

Total 328,733 816.33

Note: In 2020 there were 47,700 out of state returns providing $68.8M in PI receipts
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Corporate Income Tax
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Who Pays?

• Only U.S. resident C-Corporations
• C-Corporations: Larger businesses, profits accrue to the 

corporation, 100+ shareholders

• Corporate income tax is paid on the net income of a       
C-Corporation
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Who Does Not Pay?

• Pass-Throughs: Profits get “passed through” to owners who 
pay on their own personal income taxes

• S-Corporations and LLCs: usually smaller business, profits are 
dispersed to smaller number of shareholders

• Sole Proprietors: Profits go to a single owner as their own income
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Source: July 2022 Consensus Revenue Forecast
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Source: July 2022 Consensus Revenue Forecast
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Personal Income Tax, Corporate Income

Tax, and The Six Principles of a High-

Quality Tax System
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Six Principles

1. Sustainability/Reliability

2. Fairness

3. Simplicity

4. Economic Competitiveness

5. Tax Neutrality

6. Accountability
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Source: https://www.ncsl.org/research/fiscal-policy/principles-of-a-high-quality-state-revenue-system.aspx#principles



Six Principles & Income Taxes
1. Sustainability/Reliability

• Sustainability - The income taxes are known to be more volatile
• Individual and business income can be impacted by general economic 

conditions

• Greater progressivity in tax code could mean greater volatility

• Reliability
• Aging population and a shrinking working age population; retirees have 

lower incomes

• Greater income inequality = greater share of tax receipts from a smaller 
number of high-income filers

• Linkages to the Federal Tax Code

• Economic cycles impact the tax base
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Six Principles & Income Taxes
2. Fairness

• Vermont’s Income Taxes are progressive = promotes Vertical Equity 
• High income taxpayers pay a larger portion of their income

• According to ITEP, the PIT is one of the most progressive in the 
country

3. Simplicity
• Removing Deductions, Credits, and Exemptions would make the code 

simpler, but maybe at the expense of fairness
• Complexity from several different areas

• Definitions/calculation of income – what is in, what is out?
• Rate Schedule – should certain income be taxed at different rates?
• Defining Nexus and navigating legal complexities
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Six Principles & Income Taxes

4. Economic Competitiveness
• Complexity of incomes tax makes it difficult to compare 

across states
• Rates, definitions, and brackets are different

• In general, Vermont has lower effective rates than most of New 
England, but the effective rates increase steeply after $100,000
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Six Principles & Income Taxes

5. Tax Neutrality
• Vermont includes some incentives through the PIT and CIT 

codes to promote certain behaviors
• Investment/Savings: capital gains exclusion, investment and 

research and development tax credit, 529 tax credit

• Charitable tax credit 

• Limited to 5% on the first $20,000 of donations – different from 
the Federal deduction
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Six Principles & Income Taxes

6. Accountability
• Vermont Tax Expenditure Report published every 2 years 

• This year’s will be out on January 17th

• Aside from the personal exemption and standard deduction, 
Vermont had 24 income tax expenditures that cost $77.8 Million in 
2020

• There are 14 corporate tax expenditures 
• R&D Credit is the only reportable amount due to suppression 

requirements - $2.89 Million in 2021
• Of note, in Act 138 of 2022 the General Assembly passed the Child 

Tax Credit estimated to cost $32 Million
• Other costs: CDCC, Student Loan, Military Retirement, Social Security 

are another $8+ Million

22



23


